
Recommendation to approve renewal of the Medicare Part B Reimbursement Program which 
provides for reimbursement of Medicare Part B premium costs up to the standard rate for retirees 
enrolled in a Los Angeles County Employees Retirement Association (LACERA)-administered 
Medicare Plan in 2014.

SUBJECT

December 17, 2013

The Honorable Board of Supervisors
County of Los Angeles
383 Kenneth Hahn Hall of Administration
500 West Temple Street 
Los Angeles, California 90012
 
Dear Supervisors:

MEDICARE PART B PREMIUM REIMBURSEMENT PROGRAM FOR 2014
ALL DISTRICTS

(3 VOTES)

IT IS RECOMMENDED THAT THE BOARD:

(1)  Renew the Medicare Part B Premium Reimbursement Program for the 2014 calendar year for 
retirees enrolled in a LACERA-administered Medicare Risk HMO or Medicare Supplement Plan; (2) 
Instruct the Chief Executive Officer to report back to the Board prior to January 1, 2015 with 
recommendations regarding the Medicare Part B reimbursement policy for the 2015 calendar year; 
and (3) Reaffirm the Board’s right to change or terminate the Medicare Part B Premium 
Reimbursement Program at any time if it ceases to be cost effective.

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTION

Since 1992, the County has sponsored retiree health insurance plans designed to encourage 
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retirees to fully participate in the federal Medicare program.  As part of this effort, the County 
established the Medicare Part B Premium Reimbursement Program to reimburse qualified retirees 
for the cost of their Medicare Part B premiums.  This reimbursement amount is limited to the 
standard premium rate which is adjusted annually. 

Medicare Part B covers certain doctors' services, outpatient care, medical supplies, and preventive 
services for retirees who are at least 65 years old.   To receive the Medicare Part B reimbursement, 
retirees must meet all the following eligibility criteria:  (1) Current enrollment in both Medicare Parts A 
and B; (2) Current enrollment in one of the LACERA-administered Risk HMOs (Kaiser Senior 
Advantage, Senior Care Action Network (SCAN), or UnitedHealthcare) or a Medicare Supplement 
Plan (Anthem Blue Cross Plan III); (3) Currently paying for Medicare Part B premium themselves; 
and (4) Not being reimbursed for the Medicare Part B premium by another agency.

By prior Board direction, reimbursing retirees for the cost of Medicare Part B requires an annual 
determination that the program remains cost effective.  The purpose of the recommended action is to 
affirm that such determination has been made and to obtain the Board’s authorization to continue the 
program through calendar year 2014.

Reimbursing retirees for participation in Medicare Part B is necessary in the absence of a policy 
requiring participation.  Mandatory participation is one among several topics we are discussing with 
LACERA and labor unions as a means of reducing future retiree health care costs.  

Program Overview

The County pays a subsidy toward the cost of retiree health insurance only if the retiree has at least 
10 years of service.  The amount of the subsidy for eligible retirees is based upon the retiree's length 
of active County service.  A retiree with the minimum ten years of service receives a subsidy equal to 
40 percent of premium costs or 40 percent of the benchmark plan rate, whichever is less.   Beyond 
the 10 years, the subsidy increases 4 percent for each additional year of service.  Therefore, a 
retiree with 25 years of active County service receives a subsidy equal to 100 percent of the 
benchmark premium costs.  

The benchmark rate is equal to the rates negotiated for the Anthem Blue Cross I and Blue Cross II 
plans (rates for these plans are the same).   Under no circumstances may the subsidy exceed these 
benchmark premium rates.  Within these limitations, the subsidy is applied toward the cost of 
coverage for the retiree and any eligible dependents.  If the premium of the health care plan selected 
by the retiree is greater than this benchmark rate, the retiree must pay the difference even if he has 
25 years of service credit.
 
As noted in the previous section, LACERA currently administers three Medicare Risk HMOs and one 
Medicare Supplement Plan.  There are an estimated 27,600 retirees and their dependents enrolled 
in these plans.  

Under a Medicare Risk HMO, participants assign over all rights to Medicare Parts A and B to the 
HMO and agree to receive all medical care from the HMO.  Furthermore, participants agree to waive 
any right to use Medicare benefits outside the HMO.  In exchange, Medicare agrees to pay the HMO 
a monthly “capitation” fee on behalf of the participant which defrays much of the cost of the HMO 
coverage.  The reduction in cost is passed on to the retirees and the County in the form of lower 
premiums and lower County subsidies.  

A Medicare Supplement Plan is an indemnity plan that complements Medicare benefits.  Medicare 
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becomes the primary payer, meaning that Medicare pays first on each claim.  A Medicare 
Supplement Plan picks up where Medicare leaves off within the limitations set forth by Medicare.  

2014 Premium Rates for Medicare Part B 

The Medicare Risk HMOs and the Medicare Supplement Plan require the eligible retirees to be 
enrolled in Medicare Parts A and B.  Part A covers hospitalization costs and Part B covers physician 
services and other ancillary items such as laboratory testing and durable medical equipment.  Part A 
coverage is earned by working the required Social Security quarters and Part B must be purchased 
by eligible participants. 

As part of the Medicare Modernization Act effective January 2007, Medicare Part B premiums are 
income or means tested.  Means testing imposes higher Part B premiums on a graduated basis 
beginning with retirement incomes over $85,000 per annum.  Therefore, these individuals must pay 
the higher Part B standard premium rate plus the means tested amount taking effect on January 1, 
2014.  

For 2013, the standard premium rate (i.e., the minimum that all participants pay) is $104.90 per 
month.  For 2014, the premium rates for each income bracket will remain unchanged from the 2013 
rates. 

Under the County’s current Part B reimbursement policy, only the standard Part B premiums are 
reimbursed.  We are recommending no change in that policy.   Therefore, for the 2014 plan year, 
only the standard premium amount of the Part B monthly premium ($104.90) will be covered by the 
County (Attachment A).

Annual Re-Evaluation of Medicare Part B Premium Costs

The decision to pick-up Medicare Part B premiums is based upon an annual evaluation that 
considers, among other things, changes to the Part B program and premium costs.   Since the 
inception of the Part B reimbursement program in 1992, the County has reimbursed the full cost of 
the standard Part B premium for any retiree who has enrolled in a Medicare Risk HMO and the 
Medicare Supplement Plan.  The rationale for establishing and continuing this program remains the 
same.  Specifically, the cost of the Part B coverage is more than offset by the reduction in premiums 
for the Medicare Part B program.  

The 1992 Board action originally provided for reimbursement of the Part B premium through 1995.  
This included any late enrollment penalties imposed by Medicare for retirees who enrolled prior to 
May 1993.  The 1992 Board action also provided for an annual cost justification from 1996 forward.  
Under the original authorization, the program is subject to change or cancellation at the discretion of 
the Board.  It may be continued only “if cost savings are realized.”  That requirement has been 
reaffirmed in all subsequent Board authorizations of this program.  As such, it should be considered 
reaffirmed in these recommendations as well.   

Recommended Pick-Up of January 1, 2014 Part B Premium

The additional County cost of picking up the basic 2014 Medicare Part B premium would cost an 
additional $4.6 million per year for a total of $45.4 million per annum (all funds).  The key question is 
whether the potential savings will exceed the potential costs.  In other words, is it prudent to spend 
$45.4 million to retain the current level of participation in the Medicare Risk HMOs or the Medicare 
Supplement Plan and thereby avoid more than $45.4 million in higher subsidy costs that could occur 
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through a possible migration out of these plans?  We believe it is. 

Eliminating the Part B reimbursement would likely cause a majority of the participants in the 
Medicare Part B Reimbursement Program to change their current coverage in favor of higher cost 
LACERA plans.  Of the estimated 27,600 eligible participants currently in the program, approximately 
12,000 retirees (17,200 total eligible participants) are receiving a 100 percent County subsidy 
because they have 25 or more years of County service.  These individuals could enroll in any 
LACERA health plan and have the full premium paid by the County up to the aforementioned 
benchmark plan limits (Anthem Blue Cross I and II rates).  There would be no obligation for these 
persons to purchase Part B coverage.

Although there is no way to be certain what the costs of the retiree health insurance program would 
be in the absence of this incentive, Buck Consultants, an independent actuarial consulting firm, has 
reviewed this program and submitted its analysis (Attachment B).  According to their report, the likely 
impact of eliminating the Part B Reimbursement Program would cost the County approximately 
$30.4 million per annum.  This would be in addition to the projected annual expenditures of $45.4 
million estimated for 2014.

LACERA independently contracted with the firm of Aon Hewitt to review this issue as well.  In its 
report, Aon Hewitt concurred that the overall County cost for retiree health care would be 
dramatically higher in the absence of the Part B reimbursement program (Attachment C).   

The populations in Kaiser Senior Advantage and Anthem Blue Cross III represent over 90 percent of 
the total Medicare Part B reimbursement program participants. Accordingly, Attachments D through I 
provide a comparison of rates and benefit coverage between these plans and the alternative non-
Medicare related Kaiser Excess I and Anthem Blue Cross I and II Plans.  

Implementation of Strategic Plan Goals
The recommended action supports the Countywide Strategic Plan Goal of Operational Effectiveness, 
specifically fiscal sustainability and responsibility.  The County’s program to subsidize the standard 
Medicare Part B premium provides an incentive for retirees to participate in less costly LACERA-
administered Medicare plans.  As such, it reduces the overall retiree health care plan costs for the 
County.

FISCAL IMPACT/FINANCING

The recommended action would result in additional Medicare Part B reimbursement costs of 
approximately $4.6 million per year (all funds).  However, the costs of not approving the 
recommendation could be much greater.

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

The recommended continuance of the Part B reimbursement would take effect on January 1, 2014 
and be initially reflected in LACERA retiree warrants issued December 31, 2013.  The amount 
reimbursed will include any late enrollment penalties paid by retirees who enrolled during the special 
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open enrollment period prior to May 1993.

The Chief Executive Officer will report back prior to January 1, 2015 with additional 
recommendations relating to Part B reimbursement policy for the 2015 calendar year. 

IMPACT ON CURRENT SERVICES (OR PROJECTS)

No impact on current services.

WILLIAM T FUJIOKA

Chief Executive Officer

Enclosures

c: Executive Office, Board of Supervisors
County Counsel
Auditor-Controller
Los Angeles County Employees Retirement 
Association

Respectfully submitted,

WTF:BC:JA
MTK:VMH:mst
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